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Warrant holders would then be forced to bring suits for damage to obtain
redress.  In prosecuting such cases, they must prove damage.
Corporations may pass out of existence before warrants are used. Again
suits for damages may follow. Reorganizations, recapitalizations, mergers,
and consolidations may take place under circumstances that cloud the rights
of warrant holders. So long as no holder attempts to use his warrants,
corporate managements rest secure. Commercial expediency, rather than
legal obligations, dominates their decisions. Sooner or later, the legal
chickens may come home to roost.
QUESTIONS AND SUGGESTIONS
t What is a stock purchase warrant?  How was it first used during the 1920's?
2.  How can the warrant be used as a substitute for the conversion right?
3.  Distinguish between detachable warrants and those not so classified.
4.  How do the purchase and sale of warrants resemble margin trading in stock?
What are the time limits on the exercise of warrants?
5.  How does the price at which stock could be purchased with the warrant compare
with the price of the stock at the time the warrant is issued?   Why?
6.  Does the price at which stock can be purchased from the corporation remain
constant?  Why?  Why does a corporation issue warrants in selling its bonds?
7.  What are the advantages of warrants to their owners?  What are the purposes
for which warrants are used?
8.  What is the difference between a warrant and an option?
9.  What is the significance of Woodbury's study of Moody's ratings of securities to
which warrants are attached?
10.  How are warrants used in reorganizations?
11.  How are options used in compensating promoters and underwriters?  How would
you justify such practices?   Account for the common use of management options.
12.  Why are options given to new executives?  Would you recommend that such
options be restricted?  Why?
13.  How can the sale of warrants for cash be justified?
11 What are the possible disadvantages of warrants: From the standpoint of the
corporation? Of the holders of the warrants? Of existing stockholders?
15.  Describe dilution and protection of warrants.
16.  Contrast warrants with subscription rights.
17.  Contrast warrants with conversion rights.
18.  What possible legal complications may be encountered by the corporation with
warrants outstanding?
SUPPLEMENTARY READINGS
BUBTCHEIT, F. F.: "Corporation Finance" (New York: Harper & Brothers, 1934),
Chap. XXV.
DEWING, A. S.: "Financial Policy of Corporations" (New York: The Ronald Press
Company, 1941), Book V, Chap. XI.
DONALDSON, E. F.: "Business Organization and Procedure" (New York: McGraw-Hill
Book Company, Inc., 1938), Chap. XXVI.
GRAHAM, B.} and D. L. Dodd: "Security Analysis" (New York: McGraw-Hill Book
Company, Inc., 1940), Chap. XXV.
GUTHMANN, H. G., and H. E. DOUQALL: "Corporate Financial Policy" (New York:
Prentice-Hall, Inc, 1940), Chap. 16.